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Employer ldentification Ruaber:
Form Number:
Tax Years:

Dear Applicant:

This 1s a final adverse ruling as to your exempt status under section
501(c)(3) of the Internal Revenue Code.

Our adverse ruling was made foy the following reason(s):

You are not orzanized exclusively for exempt purposes as required
by section 501(c)(3). You will not be operated excl:sively for exempt
‘purposes as requized by section 501(e)(3). You will de operated in
turtherance of s substantial commercisl purzpose. You have failed to
establish that your net eatnings will not {nure to the benefit of private
iudividuals. Also, you have failed to establish that you will gerve
public rather than private interests.

Contributions to your organization are not deductible under Code saction
170.

You sre required to file federal income tax returns ou the above form.
Based on the fimancial infommation you furnished, it appears that returns
stould be filed for the years shown above. These returns should be filed
with your ksy District [irector for exempt organizmtion matters within 30
daye from the date ot this letter unless a request for sn extension of
tize is granted. Processing of fucome rax returns snd assessment of any
taxe® dus will not be delayed because a petition for declaratory judzment
has been filed under Code section 7428. Returns for subsequent tax years
stould be filed with the appropriate service center fudicated in the
iastructions for those returns.

If you decide ro coutest this ruling under the declaratory Jjudsment
provisions of s« ‘tion 7423 of the Code, a petition to the United States
fax Court, the Lufired States Court of Claims, or the United States District
wourt for the District of Colunbia must be filed within 90 days from the
ddate tids ruiing was uailed to youw. Contact the clerk of the appropriate
court for rules for filin; petitions for declaratory judgaeant.

After 99 days (row the date of this letter, you may reapply for
recognition of exewption under section 501(c)(3) by completing a new Form
1023, and :atling it ro your Key District Dirasctor for exempt organizations
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In mrdmc vith, ucuon 6104(c) of the Code, the sppropriats State
officiale villcpe notified of this sction. | o

If you have suy questions, please contact the parson vhose nmme and
telephons mamber are showvn in the heading of this letter.

Thank you for your coopsration.
Sincerely yours,

N

Chief, Exempt Organiszations
Technical Branch




Dear Applicant: !

We havae considered your request for a ruling that jou are exempt from
federal income tax under section 501(c)(3) of the Internal Revenus Code.

You were incorporated on [ B cnier the laws of the Stace
of . ad you amended your Articles of Incorporation on
to provide for, among other items, the disposition of yosur assets in the
event of dissolution. Your purposdes as stated in your Article Four
uf your articles of Incorporation are:

1. As econonic fourdations for the purpode of creating joo
oppos“tuniths.

2. To support charitable children’s park foundations adjolin-~
ing propertias.

3. To pronote the general business interests of the werchants
in communitios for thu collective advantagze of all businese
concerns located theraein.

4, To support promotional programe and putlicity, s.pport
sventa, decorations, cooparative advertisinz fur other
joint endaavors in the general interest and for the
seneral benafit of the aerchants fuo the coumunities.

.rticle Five of your Articles of Incorporation males provision for the
{3suauce of stock in your corporstion. The specifics for your commou stock
issuance plan are coutaiced in your Ly-Laws, and in the rinutes of your

, Loard of Directors :eeting. You plan to iassue
shares of comcion etock Lo your curporation.

The arenduent: .7 [NNENEGNGBS -, that were made tu yoir Article: aa
e vo . i< :roorate into your Articles a -ovision govern—

1a tew (iLscluticic ol coor corgoration. The asscts of yo. organization
vl e wac bt arber rovisios was made for the pajment ( f all outstaand-
fro 14 diaties o7 o carcractc s, be pald equally to orantzations deserited

LY

1, Leceire TN ae T e Titer.al Revenue Code, and to the heirs of the




founder of your organizs ion, |- !ovever. eny land owed ty
tiie corporation at that time would be traaeférredi enticely to the heirs of
the founder of your organiszation.

The information submitted with your Form 1023, and inroruailic.. wubse~-
queut.y submitted indicates that you have not yet undertaken any activities.
You plan to purchase a sizeable tract of land-—perhaps . acres—— and will
use that land for vaviout purposes. Tltle to the lgnd will ba held by your
founder. You would begin by ocuilding ani or :rating a day-care center and
‘iontessori school on a portion of the land. The school would be operated
on . for-profit basis, and its purpose for existencew would be tn raise funds
:9T the implerentation of yiur second ..tivity, whicn would be a manufactur-~
ing plant vroducing clothing for children, some ite.. of which would be the
designs on which your founder holds patents. hen sufficient funds ware
accumalatec] to start the wanufacturiry operation, the day-care center and
.wntessori school would be discontiuved. At this point you would open a
children's park on the tract of land which you will purcuase, which park will
coutain a shrine to our Lady of Patima, i1c1 possidbly bicycle trails. Om
part of the land, you would estallish a tree farw, also on a for-profit
vasis for the purpos of raising revenue. You would also lease various
~ortions of your land that a3 connercislly Jeairahle (your land would be

vartially bounded bty an Interastate .ighway), also for the purpos. raleing
revenue for your ongoing projects. The asnufacturing operatio- - e
operated on a for profit basis, and if it is successful, you woul. e to

op~n uore plants poth iu this country amd overseas, thereby providing jobs
wherever your pla. %8 would Le located.

Your Presidenct, | your Vice-rresident, and jyour
secretary-Treasurer, » would each receive S 2nnual
salaries for currying out their dutias as officers of your cor,oration.

secelon 501(c)(3) of the Code provides for th: exernptlon ot orgami-
zations that are or, antized and opecated exclusively (or reliricus, chari-
tablu, scientisii~, literary, or educational purpcaes, ac part of the net
earuings of which faurecs to the benaefil of any private sharehnlder or
in.ividul .

“actinr Ll.O7
»+ 3t in order .
:C‘/(J\l Ui | GET

790 2Y(33=1(a)(1l) of the Income Tax ieculations osrovidces
3o .emat as an orgenizacion descrined in section L0l
Yo . ar aatzation wmust Le organized and opervated exclu-
ey for mte L e o tae yurposes gpecified {n thae secrion., If an
i tior el To eet eltier the or anizational or the operational
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Jection 1.501(c)(3)=1(b)(1) of the regulations states that an organiza-
tion 1is orgsrized exclusively for one or more exempt purposes omly if ics
articles of incuiporation limit the purposes of such organization to one or
nore exsmpt purposss: and do not expressly empower the organization to
eagage, othervise than as an in.ubstantial part of its activities, in acti-
vities vhich in rhemsslves are not in furtherance of one or more exeapt
purposes.

Section 1.501(c)(3)~1(b)(4) of the regalations provides that an orgsni-
zation is not organized exclusf 'ely for one or more exempt purposes unless
its assets axr. dadirated to an . mmpt purpose. It further provides that
an organization does not meet the organizational test if its articles

provide that its assets would, upon dissolucion, be dist antod to 1its
members or s*areholders.

Section 1.501(c)(3)~1(c)(1l) of the regulations provides that an organi-
zation is regarded as “"operated exclusively” for one or more exeapt purposas
only 1f it e;ages primarily in activities vhich accomplish one 5r more of
such exempt purposes specified in section 501(c)(3). An organization will
not be s0 regarded if more than an insubstantial part ol its activities is
not in furtherance of exempt pur].ses.

Section 1.501(c)(3)=1(c)(2) staters that an organization is not operated
exclusively for one or more exempt purposes if its net earnings inure in
whole or in part to the bensfit of private sharehwlders or individials.

section 1.501(¢c)(3)1(e. of the regulaticns provides that an organiza-
tion nay ueet the requiremente of section 50i(c)(3) although it operates a
trade or business as s substantisl pert of its activities, if the operation
of such trade or business is 1o furtherance oi the organization'’s exempt
purpose or purposes, and if the organization is not operated for the primary

purpose of carrying on an unrelated trade or business, as defined in section
513.

ieveoue ruling 71-447, C.B. 1971-2, 230, states that an organization
that does not have a raclally nondiscriminatory policy as to studente does
not ualify as aa oryunizaticn exeupt from Faderal income tax. Revenue I'roce-~
duredure 73-55, C.Z. 1975-2 587, sets forth guidelines and recordkeeping
rec.lrerent: for .eteruining whether private schools that are applying lor
torocalftion of sxemption under section 501(c)(3) of rhe Intermal Revenue
o0 of i70% rave racislly nondigscrininatory policies as to students.

Je_tion. #.01 of rev. Proc. 75=50 requires that a echool must include a
statesent {n fts caartar, bYy-laws, or other joverning instrumert, or in a
resolution or lte suvernlug body, that it hae a racially mon-discriminatory
jolicy as tu stude.its aud therefore does nuot discririnate againet applicants
an! stuaents on tie Lasis of race, color, and national or ethnic origin.




Section 4.02 of Rev., Proc. 75-5U0 requires that every school nust include
a statiaent of its racially nondiseriminatory policy as to students in all
its brochures and catalogues dealing with student admissions, programs, and
scholarships. 1t also requires that every school must include a refarence
to its racially nondiscrininatory policy in 1ts other written advertising
that it uses as a means of inforning prospective students of its programs.

section 5.01 of Rev. Proc. 75-50 requests information as to the racial
mekeup of student body, faculty, and aduinistration of every applicant organi-
zation, and also other information which aseists the Service in determining

whether an organization has a racially nondiscriminatory policy as to
students.

Section 7.01 of Rev. Proc. 75-50 requires that avery exempt private
school aust maintain for a minimum period of three years, begin 'ag with
the year after the year of compilation or acquisition, certain records for

the use of the Service. The four specific groups for records required are
degcrited in section 7.01.

2ased on the information submitted, we have concluded that you ara

neither organized nor operatad exclusively for any of the purposes enum=-
erated in section 501(ec)(3).

You are not organized exclusively for section 501(c)(3) purposes, as
you will issue stock in your corporation, as provided for in Article Five
of your articles of Incorporation. You are not orgsnizationally prohibited
frun paying dividends to shareholders, and also under the provisions of your
Articles of Incerporation, in the event of dissolution, you are required to
satisfy sll 1liabilitias of your corporation, which would include the redemp~
tion of all outstanding shares of stork before any remaining funds could
be digtributed. Consequantly, your earnings may fnure to the benefit of
private sharstiolders. Tharefor2, it cannot be said that you are srzanized
exclusively for one or more of the purposes enumerated in section 501(c)(3).

Also, certain of your purposes as enuaerated ia Article Four of your
Articles of Incorporation, viz., promoting the general bugsinaass intercats

of merchants and cresting job opportunities, are uot purposes enumerated
in ~ection 591(e)(3).

dnally, your provisions for ¢ !ssolution in your Articles of Incorpo~
ratloa fu not nieet the reguirements of the regulations, as Article ine
provizes oo wne wisposition of part of your assets io the helirs of your

Sounler L. zoiftioa to -ifstributiong made exclusively te aecction 301(e)(3)
orsanizations.




You will not be operated exclusively for section 501(c)(3) purposes, as
your operations will generate income whigh will inure to private shareholders
or individuals by virtue of both stock ownership, and the above descrided
disgolution provisions in your Articles.

Secordly, the priveipal proposed activities of your orgsnization--the
day-care center and school, the treefarm, and the manufacturing operations—
vhich activities are to be conducted for the sole purpose of producing a
profit, are activities vhich will constitute the conduct of s trade or
business. As these activities will not be activities which in theuselves
further an exanpt purposs, and as thess three activities will de the princi-
pal ectivities of your organization for the forseessble future, the provisions

of section 1.501(c)(3)=1(e) prevent your quslification for recognition of
exenption under section 501(e)(3).

ihirdly, your operations will produce income that will be used to pay
indehbtedness on real estate whose title will be held at all times by your
founder, and this will constitute inurement of income to your fouader. Also,
you have not furnished reasonable proof that the salaries to be paid to your
officers would constitute reasonadble compeusation for servivces performed.

Zinally, the income provided by the use by your clothing manufacturing
operations of clothing design patents hald by your founder would constitute
inurement of income to your founder.

With regard to your day-care and school operations, ‘s you do not have
tie prescribed statemeant of nundiscriminatory policy in your charter or
by-laws, nor has your governing body passed such a8 resolution, you do not
ncet the requirezents of section 4.01 of Rev. Proc. 75-50.

You have not satisfied the requa..~~~*a of section 4.02 of Rev. Proc.
75~50, as you tave not indicated that you would include the statcument
required by section 4.02 in all future brochures, catalogues, «tc.

You have not satisfied the requirements of section 5.01 of kev. Proc.
75~50, as you have not provided an estimate of the racial mskeup of the
astudent hody, faculty, and administration for your first year of operation,
acr tave you provided the other information required by section 5.01.

Flre, yuu aave not satisfied the rejuirements of secction 7.01 of Rev.
Veowe 19=5Y ak yun have uot fndicated your intention to keep the records
3 ecifle. wierora wnen your Jay care center and school begine ite operation.
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Accordingly, 1t s held that yeuw 40 not qualify for recogmitien of ezxesption
fron Yederal ineoms tax under sectiom 301(c)(3) of the Cods.

You ary requirved to {lle Federal ingaae tez veturae on Form 1120.
Contribut {ons to you ars asot deductible under sectien 170 of the Code.

You bave the gight te protest this asgtion 1f yeou Dalfeva that it is
facotrect. To protest, you sbould sudbmit & utatement ¢f your views, w#itd
4 tull axplantion of your ressoning. This stateaent sast Ve subsitted, in
duplicate, vithin 21 days from the date of this letier, asd sest De signed
by one of your principsl officers. You alaso have a right to 2 coalerencce
tn this offlicce after your stateceat is submitted. If youw weant a confear-
ence, you nust request it wvhen you file your protest stateseant., If you
are 0 de rejiossnted by soneeaw whe 8 ot one o yoar principal officess

he muet {1le a proper powver of attorney emd otheruise qualify uader our
Conferantce and Fractice iequiresentsy.

1{ you do not protest this proposed action in 2 timely asnrer, {t will
bde coasidared by the Intervsl Eevenus Service s¢ a failure to sxhaust avalle
able aduinistrative reuedias. Lection T428(D)(1) of the Intersal Levenue
Code provides, in part, that “A declaratory judgaent or decree under this
scction shall oot be issved in any proceaeding unless the Tax Court, the
Court of Clains, or the Vistriet Court of the United States for the District
of Coluubia .terefucs that cthe organization tavolved has axhausted adeinie~
tretive recciias availeble to it vithim the Iaterasl Reveous Service.”

if vo de not hear from you withanin 21 days fres the data of this lstter,
this actiou vwill becowe fimal and copies will be forwarded to the Dlstrict
Oirector, Detznit, hichigen, whied 1s your key District for exempt orjaaniza~
tion uattars. Yhareafteyr, any quastions about your Fedeval {ncome tax statss
or the {{ling of tax returms showld be addressed to NMs office. The sppro~
priate state officlale vill aleo de notified of this sction fa sccorlance
wvith section 61%4(ec) of the Code.

Siacereoly yeours,

Chief, Rulings Sectien 2
Lxeapt Orgenizations
Technical 2reach

Attn: LO uroup
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Intiator Aeviawer Reviewer Reviewer Reviewsr Reviewer
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